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A CASE STUDY OF THE USE OF AN EMPLOYEE OPINION 
SURVEY AS A MANAGERIAL TOOL 


Anthony Stampolis* 


Introduction 


What are the significant factors in labor-man- 
agement relations? Knowledge of these factors is of 
great importance to management and to social 
scientists in the field of industrial relations. When 
considerations of unionization arise, such informa- 
tion is especially relevant, since it may be used to 
create a better understanding of why many em- 
ployees prefer a union. 


In order to get information on pertinent factors 
in labor-management relations, a printed attitude 
survey questionnaire was administered in one day 
to the four hundred and ten production employees 
working in an automotive parts manufacturing plant 
located in a small Ohio town. No foremen or ex- 
ecutives were included in the study, and complete 
anonymity was guaranteed the interviewers. 


The survey was conducted under the direction of 
the personnel manager of the home office (whose 
production workers were unionized). This was at 
a time when unionization was being considered 
seriously by the production employees of the branch 
plant. Management planned to re-examine its labor 
policies with employee attitudes as an important 
consideration. 


The prominence of unionization attitudes pro- 
vides an excellent opportunity for investigating the 
factors associated with union attitudes and labor- 
management relations. Several questions included 
in the survey were not obviously related to union 
attitudes. These questions aided management in its 
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Attitude Toward Unionization, Management, and Factory Conditions: A 
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use of the survey as an important tool to supple- 
ment upward communications. They gave valuable 
information about the employees’ attitudes toward 
the company, toward working conditions, and to- 
ward their supervisors. They also aided the corollary 
use of the survey as an internal public relations 
medium in reassuring the employees of manage- 
ment’s interests in their views and feelings. Further- 
more, having a broadly based questionnaire prob- 
ably induced many employees to answer the 
“touchier” questions such as those pertaining to 
unionization when they came to them among the 
others. 


Research Design 


The questionnaire method was used to obtain in- 
formation about the employees’ attitude towards 
unionization and other attitudes. Attitude toward 
unionization was measured by the employees’ re- 
sponses to two questions. The first of these was 
a general question asking the employees what type 
of change they believed a union would make in 
their company. The second question was also gen- 
eral, but required the employees to state a pref- 
erence for either an affiliated union, an independ- 
ent union, or no union. The employees’ responses 
to these two questions constitute the measure of 
their attitude toward unionization. 
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In order to relate the attitude toward unioni- 
zation to other attitudes, the production employees 
were questioned concerning their attitudes towards 
various company conditions. The conditions select- 
ed for this purpose were: (1) job incentives (wages, 
promotion, steady employment); (2) conditions on 
the job (safety, cleanliness, machines); (3) con- 
ditions related to the job (ventilation, lighting, 
etc.) ; (4) non-job related conditions (parking, snack 
bar, etc.); and (5) management and employee re- 
lations. By relating an employee’s attitude toward 
unionization to his attitude toward each of the 
conditions, it should be possible to determine which 
aspects of his work are related to his attitude to- 
ward unionization and which are not. 


GENERAL RESULTS AND 
METHODOLOGICAL OBSERVATIONS 


Responses to the Individual Questions 


Although this study is designed primarily for the 
investigation of the relationship between attitudes, 
a presentation of a percentage breakdown of the 
employees’ responses to each question should serve 
as a simple description of employee attitudes. The 
employees’ responses to the individual questions of 
the survey are presented in Table 1. 

Some General Observations 

The employees indicate strong prounionization 
feelings, as originally thought by management. 
When asked what changes a union would make, 
over 40 per cent thought a union would make con- 
ditions better; and when- asked what would be best 
for them, over 50 per cent selected some type of 
union rather than no union. (See Table 2.) 

The employees’ attitudes range from quite fav- 
orable to extremely critical in their evaluation of 
the company. Over 80 per cent like their present job 
but on specific comparisons with other companies 
the employees are quite critical. This is especially 
true of wages and promotion possibilities as well 
as of the ventilation, machines, and parking area. 

With respect to the foremen, the employees rate 
them favorably in general, but again some of the 
specific ratings are quite critical. This is true es- 
pecially of the foremen’s willingness to give credit 
and their ability to handle people. 

It seems, then, that a large number of the em- 
ployees are severely critical of some aspects of the 
company. 


Consistency of The Two Union Attitude Questions 


In investigating the relationship between atti- 
tude towards unionization and other attitudes, both 
questions concerning unions are used. The first 
question concerns the change employees think a 
union would make in the plant; and the second, the 
type of organization they think would be best. All 
data are presented in terms of percentages of the 
410 respondents. Also all statistical tests of sig- 


nificance have been performed with the chi square 
test. 
Table 1 
EMPLOYEE RESPONSES TO INDIVIDUAL 
QUESTIONS 
Job Attitude 


1. In general, how do you feel about your present job: 








a. Like it very much 37.5% 
b. Like it 44.6 
ce. Just another job 11.5 
d. Dislike it 2.7 
e. Dislike it very much 5 
f. Don’t know 5 
No answer 2.7 

100.0% 


Attitude Toward Supervisors 





2. Do you have confidence in the ability of the top execu- 
tives from the home office who visit this plant from time 
to time? Is your impression of them as a group favorable 
or not? 


Favorable 40.7% 
In between 15.6 
Unfavorable Ae 4 
No opinion 30.3 
No answer 11.2 
100.0% 


3. Do you have confidence in the ability of your executives 
here? Is your impression of them as a group favorable or 
not? 





Favorable 51.7% 
In between 23.1 
Unfavorable 5.6 
No opinion 9.8 
No answer 9.8 
100.0% 
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4. Leaving out individuals, do you have confidence in the 
ability of the plant foremen? Is your impression of them 
as a group favorable or not? 


Favorable 57.1% 
In between 21.7 
Unfavorable 6.6 
No opinion 8.8 
No answer 5.8 
100.0% 


Action on Complaints 





5. Suppose you have a gripe about something. What is 
the best thing for you to do? 





a. Just keep quiet about it 20.0% 
b. Tell somebody else in my 
department By 
ce. Tell my foreman or supervisor 659.3 
d. Tell the personnel department 6.5 
e. Do something else (explain) 1.4 
No answer 11.0 
100.0% 


Seniority Status Awareness 





6. Do you know where you stand on the seniority list? 


Yes 35.4% 
Not sure 26.3 
No 31.2 
No answer se 
100.0% 


Attitude Toward Company 





7. From what you know about other places to work in 
this area, how do you think our company compares with 
them in the following things: 

Our company is 





About 
the Not as Don’t No 





Item Better same good know answer 
%o % %o [%o %o 

a. Working conditions 246 30.7 115 17.8 #£15.4 
b. Steady employment 37.1 33.9 17 #115 158 
ce. Chances for promotion 11.5 20.2 19.7 22.7 25.8 
d. Wages 15.4 20.2 27.2 8.5 18.8 
e. Safety record 20.0 25.6 8.5 17.6 28.3 
f. Desire to do right thing 

by all employees 15.9 29.0 13.4 144 27.3 
g. general reputation 

around town 12.2 268 193 168 24.9 
h. All in all, as a 


place to work 23.7 38.0 7.8 7.6 22.9 


Evaluation of Working Conditions 





8. How do you rate your working conditions as to the 
following things: 
Our company is: 








Very Good Very No 
Item good enough Poor poor Answer 
Jo % % %e % 
a. Lighting 53.7 32.4 3.90 1.5 8.5 
b. Heating 40.2 37.1 10.7 2.7 9.3 
c. Ventilation 12.7 23.9 29.02 20.2 14.2 
d. Cleanliness 
(considering type 
of work) 20.0 35.6 161 105 17.8 
e. Machines and equipment 9.0 26.8 26.4 166 21.2 
f. Safety 19.5 38.0 15.4 7.3 19.8 
g. First aid setup 33.2 38.0 7.8 5.4 15.6 
h. Locker rooms 43.7 37.8 2.9 15 14.1 
i. Rest rooms 42.9 37.3 4.6 2.0 13.2 
j. Parking area 22.2 30.2 181 144 # 16.1 
k. Lunchroom & snack 
bar 28.3 33.1 17.8 9.3 11.5 


Attitude Toward Foreman 





9. This question is about your own foreman or supervisor. 
(Figures are percentages of total number respondents) 


a. Does he know the work in his department? 


Very Fairly Not too Not at No 

well well well all well answer 

61.9 27.3 5.4 2.0 3.4 
b. How good is he at training new people? 

Very Fairly Not too Poor No 

good good good answer 

44.4 33.7 13.4 4.4 4.1 


c. How good is he at handling people? 


Very Usually Sometimes Always No 
good good poor poor answer 
41.5 34.6 15.1 3.2 5.6 


d. In giving out jobs, does he make it clear what you 
are to do? 


Always Usually Sometimes Always No 
clear clear confused confused answer 
35.9 38.0 16.6 4.1 5.4 


e. Is he fair and impartial to all? 


Always Usually Sometimes Always plays No 
fair fair playsfavorites favorites answer 
38.8 31.46 17.8 3.9 8.1 


f. When you have a problem, how easy is it to talk to him? 


Always Usually Usuallytoo Will No 
ready to will busy to never answer 
listen listen listen listen 
50.7 30.2 11.0 2.0 6.1 

g. Does he give credit for work well done? 

Alway Usually Seldom Never No 
gives gives gives gives answer 
credit credit credit credit 
34.4 24.9 21.9 6.6 12.2 


In order to determine the consistency of the em- 
ployees’ responses to the two union attitude ques- 
tions, the responses to the two questions are re- 
lated. (See Table 2.) In general, there is excellent 
consistency of response, thereby justifying the use 
of both questions as a measure of union attitude. 


Table 2 


UNION PREFERENCE RELATED TO 
CHANGE UNION WOULD MAKE 





Employees said union would change things for: 











Organization Little No 
preferred by Better differ- Worse answer Total 
employees: ence 
%o % Jo %o Yo No. 

Affiliated 

union 86.6 8.0 0.0 5.4 100 112 
Independent 

union 45.1 28.3 15.9 10.6 100 113 
No union 9.6 24.7 57.5 8.2 100 73 
No answer 17.9 21.4 10.7 50.0 100 112 

Total number’ 175 83 72 80 410 





Close analysis of Table 2 reveals an interesting 
fact. Those employees who prefer an affiliated 
union are more strongly in favor of unionization 
than those who prefer an independent union. 

Since there is this difference between those who 
select an independent and those who select an af- 
filiated union, these two groups will be treated sep- 
arately in the following analyses. 
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Evaluation of “No Answer” Groupings 

An important aspect of the study is its unique 
treatment of questions to which no answer was 
given. A “no answer” has not been treated as simply 
a case in which no data is available, but efforts have 
been made to find the significance of the “no 
answer” group on a particular question by the 
answer commitments made on other related ques- 
tions. This procedure has given insights into cer- 
tain attitude relationships. Since a higher percent- 
age of noncommitments on a survey occurs for 
questions perceived as having important repercus- 
sions on policy formation, it is important to sub- 
divide this “no answer” category in terms of ex- 
pressed attitudes on related questions. This type of 
analysis, therefore, makes possible a more nearly 
complete utilization of survey data, which should 
result in additional knowledge of the attitudes in- 
vestigated. 

In Table 2, for example, it is apparent that, while 
80 (or about one out of five) employees did not in- 
dicate the effect they felt a union would have and 
while 112 (or about one out of four) did not indi- 
cate their organizational preference, only 56 (or a 
little less than one out of seven) failed to answer 
both union attitude questions. Some inferences are 
thus still possible if a preference has been indicated 
on one of a related pair of questions on attitudes. 
Thus one might conjecture that the twenty persons 
who neglected to indicate organizational preference 
but did indicate a union would change things for 
the better are probably prounion, without being able 
to say whether they prefer an affiliated or nonaffil- 
iated union. (Perhaps that indecision was a factor 
in some of them not expressing a choice.) The 
twenty-four who indicated a union would make little 
difference are possibly indifferent or undecided, 
while the twelve who indicated a union would make 
things worse probably are antiunion. One should be 
cautious in such conjecturing, however, because 
these two attitudes, though correlating highly, do 
not correlate completely: seven employees who pre- 
ferred no union believed a union would change 
things for the better; of those who indicated a 
preference for an independent union over the no 
union category they were free to choose, eighteen 
believed a union would change things for the worse. 


Hypotheses Relating Union Attitude to Job Aspects 

Five types of events (several questions included 
for each) are used to analyze the employees’ atti- 
tude toward various aspects of their company. These 
five aspects, previously mentioned, are those areas 
that are: (a) directly job related, (b) indirectly 
job related, (c) nonessential facilities, (d) job in- 
centives, and (e) employee-management relations. 
By relating the employee’s attitude toward union- 
ization to each of these aspects of his job, it should 
be possible to determine which of them are strong- 
ly related to union attitude and which of them are 
not. 


Since a union would be expected to strive pri- 
marily to improve job incentives (wages, steady 
employment, and chances for promotion) and con- 
ditions directly related to job (safety, cleanliness, 
etc.), it might be expected that these two areas 
would be most strongly related to union attitude. The 
relationship between the employees’ attitude toward 
employee-management interaction and their attitude 
toward unionization may also be expected to be 
strong if the current contention is correct—that la- 
bor unrest is usually related to some personal dif- 
ficulties. Finally, there seems to be little reason to 
expect that company affairs which are only indirect- 
ly or not at all related to the job should be related 
to union attitude. A general hostility toward the 
company, however, might manifest itself in a critical 
attitude toward all aspects of the company and, 
therefore, might be accompanied by a prounioniza- 
tion attitude.! 


Wages Related to Union Attitude 


How the employees rated their company’s wages 
in terms of whether they thought a union would 
make a change for the better or worse is shown in 
Table 3. 

Table 3 
WAGES RELATED TO UNION ATTITUDE 


Employees said union would change things for: 





Compared to other 


plants in area, Little No 


wages here are: Better differ- Worse answer Total 
ence 





% % % % %o No. 

Better 38.1 15.9 22.2 23.8 100 63 

Same 30.1 32.5 26.5 10.9 100 83 

Not as good 57.2 16.5 11.2 15.1 100 152 
34.8 


No answer 18.7 17.0 29.5 100 112 





We see that of those employees who rate wages 
“better,” 22 per cent think a union would make a 
change for the worse, whereas only 11 per cent of 
those who rate wages as “not as good” think it 
would make a change for the worse. Also, 57 per 
cent of those who consider the wages not as good 
think a union would be better, but only 38 per cent 
of those who rate wages “better” think a union 
would improve conditions. 

Those who rate wages as better or the same are 
found to be more likely to consider a union would 
change things for the worse than are those who rate 
wages as not as good. This is statistically signifi- 
cant (P less than .02). 


Foreman’s Ability to Handle People 
Related to Union Attitude 


The employees’ rating along the dimensions of 
how good they think their foreman is at handling 





1. It must be remembered that no causal relations can be established 
in this type of investigation. However, knowledge of statistically sig- 
nificant relationships should be useful in guiding research to establish 


causal principles and, ultimately, scientific laws explaining these phe- 
nomena. 
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people and what their attitude is toward unioniza- 
tion is presented in Table 4. 

Compare with those employees who consider their 
foreman “poor” at handling people, a greater pro- 
portion of those who consider him “good” prefer 
no union. Statistical analysis shows that the em- 
ployees who consider the foreman “good” are more 
likely than those who consider him “poor” to prefer 
no union to either an affiliated or independent union 
(P less than .01). 


Table 4 
FOREMAN’S ABILITY TO HANDLE PEOPLE 
RELATED TO UNION ATTITUDE 





Organization preferred by employees: 
Affili- Inde- 
ated pendent No No 


Foreman’s 
ability to 


handle people union union union answer Total 

Go / fy “e Yo No. 
Good 26.3 26.3 21.5 25.9 100 312 
Poor 34.7 38.7 5.3 21.3 100 75 
No answer 17.4 8.7 8.7 65.2 100 23 





In summary, the data presented in Table 4 shows 
that those employees who rate their foreman as 
good in his ability to handle people are more likely 
to be antiunionization than are those rating him as 
poor. 


Steadiness of Employment Related to 
Union Attitude 


The employees’ rating of their chances for steady 
employment in terms of whether the employees 
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ter are more likely to prefer no union to an affiliated 
union than are those who rate it as the same or 
worse; this is statistically significant (P less than 
.02). Furthermore, those who rate steady employ- 
ment as better seems more likely to prefer no union 
to an independent union than are those who rate it 
as the same or not as good; this is not statistically 
significant, however. (P equals .07.) 

Summarizing the results of Table 5, those em- 
ployees who rate their company’s chances for steady 
employment high are less likely to be prounion than 
are those who rate it low. 


Rating of Present Job Related to Union Attitude 


In Table 6 is presented the employees’ attitude to- 
ward unionization in relation to their indications of 
how they like their present job. 

Only 31 per cent of those who like their job very 
much think a union would make a change for the 
better, whereas 85 per cent of those who dislike it 
or dislike it very much think a union would be bet- 
ter. Similarly, only 8 per cent who dislike their 
job think a union would make a change for the 
worse, whereas 25 per cent of those who like it 
very much think a union would be worse. 


Table 6 
FEELING ABOUT JOB RELATED TO UNION 
ATTITUDE 





Employees said union would change things for: 
Feeling about Little No 


think an affiliated, an independent, or no union present job: Better difference Worse answer Total 
would be best is presented in Table 5. Like it % o% y % % 
very much 31.2 24.0 35.3 19.5 100 

i i , : , 100 

Table 5 —— a 43.2 20.8 12.6 23.5 

STEADINESS OF EMPLOYMENT RELATED job 70.2 14.9 10.6 4.3 100 
TO UNION ATTITUDE Dislike* 84.6 0.0 7 1.7 100 

No answer 30.8 toh 30.8 30.8 100 





Organization preferred by employees: 
Compared to other 
plants in area, 
chances for Affili- Inde- 
steady employ- ated pendent No No 


ment here are: union union union answer Total 

% % [Jo %o % No. 
Better 23.7 32.2 23.0 21.0 100 152 
Same 30.9 33.8 13.0 22.3 100 139 
Not as good 71.4 0.0 14.3 14.3 100 q 
No answer 25.0 15.2 17.0 42.9 100 112 





It is seen that 23 per cent of the employees rating 
steady employment as “better” prefer no union, 
while only 13 per cent of those rating steady employ- 
ment as the “same” prefer no union. Conversely, 
only 24 per cent of those who rate it as better pre- 
fer an affiliated union, whereas 31 per cent of those 
who rate it as the same prefer an affiliated union. 
About the same proportion of those indicating “bet- 
ter” and “same” choose an independent union as 
being best. 

Statistical analysis indicates that those em- 
ployees who rate steady employment as being bet- 


*Includes the two persons who indicated “dislike it very 
much.” 

It is seen that the more employees like their job, 
the more likely they are to think a union will make 
a change for the worse. Conversely, the less they 
like their job, the more likely they are to think a 
union would make a change for the better. This re- 
lationship was found to be statistically significant 
(P less than .01).? 

To a significant extent, an unfavorable attitude 
toward either the individual foreman or manage- 
ment in general is accompanied by a desire to join 
a union. 


Employees’ Chief Sources of Information 


The study of the communications process within 
the company is valuable to management in deter- 
mining how well its policies are understood and what 
attitudes are generated toward these policies. It 


2. Because of the small number who dislike their job, the ‘‘dislike’”’ 
and “just another job’’ categories were combined in the statistical analysis 
using the chi square method. 
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should be expected that the employees’ sources for 
information about the company would have a sub- 
stantial effect on the way in which information is 
“slanted” and on the degree of its acceptance be- 
cause of employment attitudes toward the source. 

The employees were asked to indicate their chief 
sources of information about the company’s affairs, 
and the results are presented in Table 7. 

One out of three of the employees stated his fore- 
man was his chief source of information about the 
company, while one out of five indicated the bul- 
letin boards. The great number of second and third 
choice responses for the “bulletin boards” category 
cause it to rival the “foreman” as a source of in- 
formation. 

While the “grapevine” has as many first choices 
as do the “company magazine” and “personnel of- 
fice” categories put together, it has only half as 
many seconds as either of them. It would therefore 
not be so far ahead of them in a weighting of first, 
second, and third choices for a composite valuation 
of importance as sources of information. 

Newspapers were ranked as relatively insignifi- 
cant as a source of information about the company. 








Table 7 
EMPLOYEES’ CHIEF SOURCES OF 
INFORMATION 
Source of Ranked by employees in 
information for order of importance: 
employee: First Second Third 
%o % % 
Foreman 32.5 8.3 9.3 
Bulletin boards 21.7 22.7 16.6 
Grapevine 12.4 7.8 11.7 
Company magazine 6.4 13.2 9.0 
Personnel office 5.6 15.4 5.1 
Company meetings 2.4 larg 7.3 
Newspapers 0.2 0.2 2.7 
Others 1.0 0.4 3.9 
No answer 17.8 30.3 34.4 
Total 100.0 100.0 100.0 





There was a separate but related question asked 
concerning the foreman as a source of information. 
To the question “How well does your foreman keep 
you informed about what is going on in the plant?” 
the employees’ responses were: “very well’—19.3 
per cent; “fairly well”—33.7 per cent; “poorly”— 
19.3 per cent; “He’s not in a position to know him- 
self’—11.9 per cent; and 15.8 per cent failed to 
answer. One out of two appears satisfied, while 
two out of five are critical either of the foreman or 
perhaps of management’s failure to inform the fore- 
man so he can properly communicate such informa- 
tion downward to his men. 

One test of the expectation that employees’ atti- 
tudes have a relationship to the sources of informa- 
tion would be an appraisal of how the chief sources 
of information may vary according to the employees’ 
attitude toward unionization. (See Table 8.) 

Contrary to expectations, the results of Table 8 


do not indicate any statistically significant relation- 
ship between sources of information and attitude 
toward unionization. There is a tendency, howevcr, 
for those who prefer the “grapevine” (a personal, 
non-company source of information) to be more 
favorably disposed toward unionization than those 
preferring other sources of information about com- 
pany affairs. 
Table 8 


SOURCES OF INFORMATION RELATED TO 
UNION ATTITUDE 





Employee said union would change things for: 





Source of Little No 
information Better difference Worse answer Total 
for employee:* 
%o % % Jo %o 

Foreman 39.9 19.8 19.2 21.1 100 
Personnel 

office 41.2 23.3 18.8 16.7 100 
Company 

magazine 46.0 22.3 15.8 16.0 100 
Bulletin 

boards 41.5 23.5 20.7 14.3 100 
Grapevine 51.0 20.1 15.4 13.5 100 
Company 

meetings 39.9 24.4 23.8 11.9 100 





*The chief sources of information were weighted for the 
first, second, and third choices by values of five, four, and 
three respectively; then the results were combined and con- 
verted into percentages to construct this composite table. 
(For the percentage breakdowns of first, second, and third 
choices by employees, see Table 7.) 


SUMMARY AND CONCLUSIONS 


A survey was made of all four hundred and ten 
production employees of an automotive parts manu- 
facturing company for the purpose of discovering 
what employee attitudes are associated with a de- 
sire to join a union. Since the employees of this 
company were actively considering unionization, an 
excellent opportunity existed for such a study. 

The results of the survey indicate that a pro- 
unionization attitude on the part of the emp!oyees 
is associated with a critical attitude toward work 
conditions, job incentives (wages, promotion), and 
management. On the other hand, a critical attitude 
by the employees toward factors not directly re- 
lated to their work (ventilation, rest rooms, etc!) 
was not found to be associated with a prounioniza- 
tion attitude to a statistically significant extent. 

It would seem, then, that knowledge of the em- 
ployees’ attitude toward their management, their 
job incentives, and their working conditions is most 
valuable for the purpose of predicting union senti- 
ment. Less valuable is a knowledge of their atti- 
tude toward factory conditions not directly related 
to the work. 

It may well be, therefore, that the unsatisfactory 
nature of the job incentives, the working conditions, 
and the management-labor relations are factors 
which contribute to the desire to join a union. 

[End] 
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MANAGEMENT APPRAISAL OF SMALL MANUFACTURING FIRMS 


by 


T. G. Alexander* 


Introduction 


This report is based on a study made by the 
Bureau of Business Research of the University 
of Pittsburgh of twenty small manufacturing plants. 
The objective of the study was to identify the courses 
of failure of ten unsuccessful manufacturing com- 
panies in contrast with the characteristics of ten 
successful firms. 


Personality and business success may be closely 
related. Small manufacturing seems frequently to 
attract men of strong and colorful personalities; 
and the strength of their personalities may in- 
fluence, in turn, the firms which attracted them. 
The mild unambitious are often eliminated as the 
law of survival operates. 


The entire group of ten unsuccessful companies 
had periods of “subsistence management” in which 
the firm drifted from day to day with no plans for 
the future. General lack of foresight and willing- 
ness to wait until problems grew overwhelming 
before starting to act characterized these periods. 
Although specific acts were hard to pinpoint, the 
vagueness and uncertainty with which these un- 
successful managements faced their problems were 
obvious; imperiousness on the part of the top man 
added to the difficulties. The general feeling of 
uncertainty led throughout the organization to the 
kind of fumbling found in military units whose 
commanders are unsure of themselves. The imperi- 


COMPARISON OF SUCCESSFUL 


The Unsuccessful Ten 

1. All these companies showed management uncertainty, a 
lack of planning and a degree of fumbling, often mixed 
with obnoxious authoritativeness. 

2. Several companies were undiversified and when one 
product failed to sell were unprepared to shift to another. 

8. The unsuccessful companies spent little or nothing on 
product development. 

4. None of these companies had really good records; half 
had records so poor they did not know the state of their 
own business. 

5. Several companies got into seriously unbalanced condi- 
tions because of too much fixed expense. 

6. The unsuccessful companies never developed sound sales 
programs. 

7. A few contracted the entire plant output to one buyer as 

a means of side-stepping the sales program. 

Two companies tried to expand but were unable to do so. 

9. Three cases of borderline dishonesty were found within 
this group. 

*Dr Alexander is Assistant Director, Bureau of Business Research, 

University of Pittsburgh. 


a 





AND 


ousness caused active non-cooperation in all ranks. 

The uncertain managements seemed prone to 
rush headlong into rash action when faced with 
the need for a decision for which they were un- 
prepared. The contrast between the successful and 
unsuccessful firms was sharpest on this point. The 
successful firms were managed by men able to 
instill in their associates and subordinates real 
confidence in the firm’s objectives. 


1. Definition of an Unsuccessful Company 

An unsuccessful company was comparatively 
easy to define. Any firm either in bankruptcy 
or in reorganization under the supervision of 
the Federal Court can be considered a “failure,” 
regardless of whether the reorganization is vol- 
untary. Voluntary liquidation, on the other hand, 
is not necessarily failure. Many firms go out 
of business following the death of the founder 
because the heirs decide to liquidate. Some prof- 
itable firms are sold to permit the founder to 
retire; and, although this is not liquidation, the 
firm’s existence is often terminated. Others are 
sold because they are successful and can be sold 
profitably. 


2. Definition of Success 
Success was much harder to define in ob- 
jective terms than its opposite. The “successful” 
firms were chosen largely on the basis of reputa- 
(Continued on page 10) 


UNSUCCESSFUL COMPANIES 


The Successful Ten 


1. This group uniformly showed firmness of approach, and 
in some cases unusual ability to develop cooperation be- 
tween staff and employees. 


2. Each company managed to have diversity of production at 
all times, or at least in the planning stages, so that 
alternatives were available if one line showed weakness. 


3. Eight of the successful companies strongly emphasized 
both product and market research. 


4. Although methods and extent of records varied, the man- 
agements were continuously well informed. 


5. These companies retained a balanced financial condition. 

6. The successful companies had sound sales programs. Top 
executives sold personally or else kept close touch with 
sales policy. 

7. No company contracted its whole output to a single buyer. 

8. Several companies expanded successfully. 

9. Management was honest both with itself and with others. 
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OCTOBER 1958 
ATLANTA AREA ECONOMIC INDICATORS 
| % Change 
ITEM October September % | October % Bi 
1958 1958 Change 1957 Change ‘58 over Ten 
Months ’57 
| ’ 
EMPLOYMENT | 
Job Insurance (Unemployment) | 
EE Ea | $495,508 $665,277 —25.5 $548,127 — 9.6 +90.0 
Job Insurance Claimants} __----- | 7,328 7,332 - 61 7,722 = §.1 +97.4* 
Total Non-Ag. Employment _---- | 340,150 344,550 — 13 348,050 — 2.3 — 2.1* 
Manufacturing Employment _-_--__- | 74,500 79,350r — 6.1 83,950r — 11.3 —11.3* & s 
Average Weekly Earnings, | 
Factory Workers ____--___-_- $76.40 $78.01 ee $72.01 + 6.1 + 3.4* 
Average Weekly Hours 
Factory Workers ............ 40.0 39.6r + 1.0 38.1 + 58 + ar 
Index of Help Wanted Ads 
(Seasonally Adjusted, 1947-49 
S|, ee eee ae 116.2 118.4 — 19 123.9 — 6.2 —23.9 
CONSTRUCTION 
Number of Building Permits§ ___- 900 646 +39.3 623 + 44.5 + 6.1 
Value of Building Permits§ _____- $9,282,891 $7,552,521 +22.9 | $3,141,853 + 195.5 + 62.7 
Ere ee 22,950 24,000r — 44 20,250 + 13.3 + 94" 
FINANCIAL4 | 
Bank Debits (Millions) ___._______ | $1,770.8 $1,765.7 + 0.3 $1,662.4 + 65 + 2:3 
Bank Deposits (Millions) | ' 
(Last Wednesday) ___________ |  $1,207.9 $1,241.3 ~ 27 $1,091.1 | + 10.7 +10.7** | 
OTHER | { 
Postal Receipts§ _______________ | $1,780,413 | $1,677,663 + 6.1 | $1,409,979 | + 26.3 +11.9 
Department Store Sales Index 
(Adjusted 1947-49=100) ___-_- | 154 158 — 2.5 149r + 3.4 + 3.0{ 
Retail Food Price Index 
(1947-49=100) _________--__ 117.6 118.4 — 0.7 114.0 + Sa + 22°" 
Number Telephones in Service —-- | 318,829 317,444 + 0.4 302,061 | + 5.6 | + 546** 
r—Revised *Average month **End of period %—Based on retaii dollar amounts 
§City of Atlanta only. N. A.—Not availabie. & Data from members of the Federal Reserve System only. 
+New series. Covers unemployed federal employees and unemployed veterans in addition to those covered by Georgia law. Claimants include 
both the unemployed and those with job attachments, but working short hours. 
Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; 
Number Help Wanted Ads: Atlanta Newspapers, Inc., Building permits data: Office of the Building Inspector, Atlanta, Georgia; 
Financial data: Board of Governors. Federal Reserve System; Postal data: Atlanta Post Office; Retail Food Price Index: U. 8S. 
Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve 
System; Telephones in Service: Southern Bell Telephone and Telegraph Company. = * 
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Just as the post-Thanksgiving sales season got 
under way the U. S. Department of Commerce an- 
nounced that southern consumers had spent an 
average of $700 each in retail stores during the 
first nine months of 1958. Increases over last year’s 
sales were registered by food stores, apparel stores, 
furniture and appliance stores, gasoline service sta- 
tions and drug stores, while slight downtrends were 
found in eating and drinking establishments, gen- 
eral merchandise stores, and stores selling building 
materials and hardware. Nine of the 16 metropolitan 
areas in which the survey was conducted experi- 
enced increases in cumulated department store 
sales, and four of these nine cities are in Georgia. 
They are Atlanta, 3 per cent increase; Columbus, 
6 per cent; Macon, 4 per cent; and Savannah, 3 per 
cent. 

The Christmas sales season, which begins in earn- 
est in Atlanta on the day after Thanksgiving, got 
off to a very fast start as record crowds poured in- 
to downtown Atlanta. In the four week period end- 
ing November 15, early shoppers had already pushed 
Atlanta department store sales 6 per cent ahead of 
the same period last year. 

Unemployment appeared to ease considerably in 
the Atlanta area in October as job insurance pay- 
ments dropped 25.5 per cent below last month’s fig- 
ure to another new low for the year. The number 
of continued claimants for job insurance payments 
decreased just slightly during October, but dropped 
5.6 per cent in November. 

Non-farm employment in the Atlanta area drop- 
ped 4,400 in October, most of which was due to a 
labor dispute in the transportation equipment in- 
dustry, which has since been settled. Over half of 
the 2.3 per cent decline in employment from last 
year was also due to this labor dispute, the effects 
of which show up in the 6.1 per cent drop in manu- 
facturing employment noted on the opposite page. 
The average work week in manufacturing was 40.0 
hours in October, 39.6 in September, and 38.1 in Oc- 
tober 1957. Average weekly earnings were down 2.1 
per cent at $76.40, the loss primarily attributable to 


ATLANTA BUSINESS ACTIVITY 


the afore-mentioned labor dispute. 

Construction continued to make large strides 
ahead of last year as the number of permits, valua- 
tion of permits, and employment in construction, 
both during the month of October 1958 and for the 
year as a whole, stood far beyond the marks reached 
by October 1957. At the end of October the Inspec- 
tor of Buildings for the City of Atlanta reported 
that 7,274 permits had been issued during the ten 
month period, with a total valuation of $81,019,910. 
This compares with 6,856 permits issued in 1957 
during the same period with valuation of $49,810,- 
353—increases of 6.1 and 62.7 per cent respectively. 
Included in the figures for the first ten months of 
1958 are 1,955 permits (compared with 1,083 in the 
same period last year) for one-family dwelling units 
valued at $22,811,584. 

Employment in construction, which annually be- 
gins a five or six month downturn in June, July, 
or August, moved downward for the second month 
in October, but was 13.3 per cent above October of 
last year and still 1,000 workers above last year’s 
high month. 

Atlanta manufacturing, while still short of full 
recovery from the effects of the recent recession, 
can take pride in a recent announcement of the 
Bureau of the Census which disclosed that Atlanta 
led the other southern areas in growth of manufac- 
turing employment during the ten year period end- 
ing 1956, and was 15th from the top of the list of 
35 large manufacturing areas included in the sur- 
vey. Atlanta was eighth from the top among the 
nation’s largest areas in increase in number of 
plants and thirteenth among these same areas in 
the addition of large manufacturing plants (defined 
as plants employing more than 500 workers). 

Perhaps even more significant is the fact that 
while Atlanta stood 15th in the nation in increase in 
number of manufacturing employees, she was fifth 
in rate of increase during the period; and while At- 
lanta was eighth in increase in number of manufac- 
turing plants, she was third in rate of increase dur- 
ing the period. 
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MANAGEMENT APPRAISAL OF SMALL 
MANUFACTURING FIRMS 
(Continued from page 7) 

tion and consistent sound earnings over a period 

of at least ten years. Bankers and manufacturers 

agreed uniformly that the cases selected were 

successful companies with an established reputa- 

tion in the community for stability and conserva- 

tive growth. Two were relatively new companies, 

but the other eight had survived wars and de- 

pressions for an average life of nearly fifty years. 
General Comparison of Successful and 
Unsuccessful Companies 

In the companies that failed, basic weaknesses 
were at work, termite fashion, for months or even 
years before their consequences were unveiled in 
the statements. A careful management appraisal 
while the balance sheet still revealed favorable 
conditions might have given forewarning. Such 
forewarning might have induced more conserva- 
tive financing, the use of restrictive convenants 
by the banks, and the development of better man- 
agement practice. This suggestion does not entail 
conformity by all small manufacturers to one man- 
agement pattern. Indeed, the breed is too rugged 
for any such stereotyping; but, certain canons of 
business behavior, like the law of gravity, can be 
defied only at great peril. In the unsuccessful com- 
panies studied, certain bad management practices 
were generally prevalent. The accompanying sum- 
mary shows a general comparison of the good and 
poor companies. 
Management Check List 

A comparison like the preceding one is too gen- 
eral for use in spotting early signs of management 
trouble. Such spotting can be made more satisfac- 


torily by using a more detailed breakdown. Many 
such check lists, based on empirical observation of 
large numbers of successful companies, attempt 
to create an idealized pattern of management ac- 
cording to which others can be rated. Most of the 
lists are basically similar, although the qualitative 
statements are expressed differently. All under- 
take to identify areas in which management must 
be proficient in order to achieve durable success. 

Management check lists have been widely crit- 
icized on the ground that the simple ones over- 
simplify and the complex ones are too hard to use. 
They have also been criticized because they offer 
to the management of a firm bent on self-analysis 
a deceptively simple method. Critics allege that an 
unsound management could be lulled into false 
security by mistakenly putting enough check marks 
in the “good” columns. 

In this study, however, the lists provided a use- 
ful analytical device for a detailed comparison of 
the twenty firms. Beyond this function, a study 
of such limited size proves little. The uniformity 
with which the poor companies received low ratings 
and the successful companies high ratings seems 
to confirm the validity of the lists. It also suggests 
possibilities of their wider use in evaluating ability 
of management in small manufacturing firms. 

Each list contains ten cardinal principles. In 
each list the cardinal principles were broken down 
into varying numbers of subitems. Each cardinal 
principle was given an arbitrary value of ten, but 
subitems were not individually evaluated. 


Some causative relationships necessarily exist 
between the items. Informed and alert manage- 
ment obviously is sequential to good records. 


MANAGEMENT PRINCIPLES 


I. Simple Adequate Records: 
Records adequate and adapted to purpose 
Proper filing—accessible 
Data available on time 
Arrangement parallel to line of organization 


III. Informed Leadership: 
Adequate reports 
Comparison with past performance 
Comparison with standards 


V. Balanced Finances: 
Adequate liquidity 
Depreciation control 
Inventory controlled 
Sensible borrowing 


VII. Sound Labor Relations: 
Human recognition of labor 
Wages in line with industry 
Workers interested in production 
Participation in profit by key personnel 


IX. Research and Product Development: 
Market analysis of sales 
Improvement of product 
Improvement of production 
New products 
Market analysis before launching new product 


II. Cost and performance standards: 
Standards shown in reports 
Variances shown 
Overhead costs controlled 
Continuous study for improvement 


IV. Sound Organization: 
Clear organizational pattern 
Centralized personnel control 
No overlapping authority 
Trained understudies for key jobs 


VI. Proper Sales Organization: 
Sales analyzed by territory, etc. 
Customer service 
Controlled use of credit 
Controlled advertising 


VIII. Effective Plant and Equipment: 
Modern machinery 
Production synchronized 
Machinery well maintained 
Performance standards 


X. Community and Industrial Relations: 
Trade associations 
Smaller manufacturers associations and/or chambers 
of commerce 
Good press relations 
Good customer loyalty 
Good supplier relations 
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Methods of Evaluating by Management Check List 

While the subitems were not numerically evalu- 
ated, each company was graded either “superior,” 
“average,” or “poor” by subitem. It was felt that 
by breaking down the grading process into a large 
number of headings, inevitable errors would tend 
to average out, and the composite result would be 
more accurate than general evaluations under a 
smaller number of headings. The ratings were 
grouped under the heading of each cardinal prin- 
ciple in an effort to show the extent to which the 
performance of the firm in this area rated superior, 
average, or poor, and so that the total for each 
principle was always ten. Arrangement of the 
ratings in a grid, as shown below, enabled them 
to be added both vertically and horizontally. 











S A P 
S 5 
A 3.5 
P 6.0 

















The superior rating appears in the upper left of 
each grid, the average in the middle and the poor 
in the lower right. Each grid adds to ten. This 
method did not produce a “grade” for any com- 
pany, but rather a sort of crude profile showing 
what percentage of points rated superior, average, 
or poor. 

Ratings of Successful and Unsuccessful Firms 
On plant and equipment, the unsuccessful firms 








were sixty-eight per cent average or better, and 
thirty-two per cent poor, whereas the successful 
firms were about seventy-four per cent superior 
and twenty-six per cent average (chart 1). 

In organization, the less successful firms were 
sixty per cent average, against forty per cent be- 
low average, whereas the successful firms were 
about seventy per cent above average and twenty- 
eight per cent average. (See chart 2.) 




















Chart 2 
SOUND ORGANIZATION 
Successful Unsuccessful 
Superior Average 
Poor 


70% Average 


60% | | 
zen | Poor | 40% 


——— | 
































The same general relationship existed also in labor 

relations (see chart 3); while the successful firms 

were much better than the unsuccessful ones, the 

latter were less than twenty per cent below average. 
Chart 3 


SOUND LABOR RELATIONS 
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Average 81% 
58% Poor 
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The same pattern was true of financial condition 
until the eve of bankruptcy. The unsuccessful firms 
were fifty-three per cent in the “average class” 
and forty-five per cent below average. The suc- 
cessful firms were about eighty per cent above 





























Chart 1 Chart 4 
EFFECTIVE PLANT AND EQUIPMENT BALANCED FINANCES 
Successful Unsuccessful Successful Unsuccessful 
Superior 
Superior 
Average 
Average 
Poor 
Poor 81% 
74% | Average 

Superior 60% Average 53% - 
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26% 32% 14% Poor Superior 
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average and fourteen per cent average (chart 4). 
In their last few months, all the unsuccessful firms 
experienced a swift downward financial spiral. 
The weakest point of the unsuccessful group was 
research and product development (chart 5). 
Seventy-two per cent were below average, and only 
twenty-eight per cent were average. None was 
_ above. 

Chart 5 
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Chart 8 























SIMPLE ADEQUATE RECORDS 
Successful Unsuccessful 
Superior 
Poor 
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Community relations of the unsuccessful plants 
were also weak. (See chart 6.) Although some of 
them had been trade association participants and 
chamber of commerce members, most of them seem- 
ed to be guilty of corporate introversion in their 
uneasy struggle to survive and, consequently, were 
little concerned with community affairs. 


Chart 6 























COMMUNITY AND INDUSTRIAL RELATIONS 
Successful Unsuccessful 
Superior 
Poor 
713% Average Average 
65% 
27% 35% 


devoted much top executive time to selling. Among 
the unsuccessful firms, sixty-six per cent of the 
items on selling were rated below average, thirty- 
four per cent average, and none above (chart 7). 
In contrast, the successful firms were about 
seventy-eight per cent above average and twenty- 
two per cent average. 


Chart 9 





INFORMED LEADERSHIF 
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The sales departments of the unsuccessful firms 
were weak, whereas those of the successful firms 


The three sequential points of “simple adequate 
records,” “informed management,” and the “main- 
tenance of cost and performance standards” also 
showed a great difference between the two groups. 
(See charts 8, 9, and 10.) Of the unsuccessful 
group, seventy-three per cent rated below average 
in records, and twenty-seven rated average. The 
same approximate percentage applied to cost stand- 
ards and to informed leadership. The successful 
firms averaged about seventy-five per cent above 












































Chart 7 Chart 10 
PROPER SALES ORGANIZATION COST AND PERFORMANCE STANDARDS 

Successful Unsuccessful Successful Unsuccessful 

Poor 
Superior — Superior 
Average Average 

78% | Average Average 
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average and twenty-five per cent average in all 
three of these important departments. 

As the principle points and their subitems were 
rated, a pattern emerged. None of the unsuccessful 
firms rated above average in any single cardinal 
principle, and only two per cent of the subitems 
were so rated. Conversely, none of the successful 
firms rated poor in any cardinal principle, although 
about four per cent of the subitems were rated 
poor. Chart 11 shows the relative composite rating 
of the successful and unsuccessful firms. 


Chart 11 
COMPOSITE RATING OF UNSUCCESSFUL AND 
SUCCESSFUL FIRMS 


SUPERIOR 
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SUCCESSFUL FIRMS 


Summary Observations 


With a non-random sample of twenty cases no 
generalizations about the whole field of small man- 
ufacturing could be drawn. A sample of twenty 
companies suggests much, especially when there 
is a high degree of consistency in the behavior of 
the whole group of successful firms as contrasted 
with the whole group of unsuccessful ones. 

The uniform experience of the ten unsuccessful 
companies showed that any one of a number of 
factors could lead to trouble, even to bankruptcy 
and reorganization, but that typically a combina- 


tion of factors was responsible. For instance, bad 
records alone would cause a bankruptcy; but few 
companies let their records deteriorate to this ex- 
tent and still retained efficient management prac- 
tices in other respects. 

There are four points of especially marked con- 
trast between the successful and unsuccessful small 
firms: 

1. None of the unsuccessful firms had really good fi- 
nancial records and nine of them had extremely poor 
records, so that management lacked navigational aids 
through the business shoals and mudbanks. All of the 
ten successful companies, in contrast, had well in- 
formed managements, kept complete records, and 
made full use of the records that were kept. 

2. All of the unsuccessful firms, with no exceptions, 
regarded selling as a nuisance. On the other hand, 
all of the successful firms, also without exception, 
emphasized selling. In nine of them, top executive 
officers participated in the sales effort. 

3. Very few of the unsuccessful firms paid any recog- 
nizable attention to research and product develop- 
ment. On the other hand, nine of the ten successful 
ones emphasized the importance of such activities. 

4. All of the unsuccessful companies showed inept 
internal administration. In the successful group there 
were no cases of “textbook” organizations; but, never- 
theless, lines of authority were clear and decisions 
made without fuss. 

Some supporters of small business and some op- 
ponents of big business (not necessarily the same 
people) have clamored for the government to “do 
something” to improve the survival rate of the 
small businessman. Many people have urged easy 
government loans for small business, presumably 
on the premise that a perennial need of working 
capital and an inability to borrow exist concurrent- 
ly. 

Aside from the causes of failure and the char- 
acteristics of success, the study pointed to a number 
of prevalent factors. The most interesting was that 
the unsuccessful companies did not suffer from a 
shortage of working capital until their financial 
collapse was critically near. Furthermore, all twenty 
companies were able to borrow with relatively little 
difficulty. In the case of the unsuccesful, the 
terminal shortage of working capital was an effect 
rather than a cause of failure. 

Many within the small business group, especially 
the small manufacturer, feel, however, that one of 
their most pressing needs is to be let alone. Small 
businessmen are individualists who enjoy being ex- 
ecutives with the prerogative of making their own 
mistakes, even of “going broke” if the mistake is 
bad enough. Although aid might succor many ailing 
small businesses and would save many more from 
discomfort, it would also interfere with eliminating 
the unfit. By allowing the inept to fall quickly, 
small business serves as one of the best ladders 
on which able men can climb to financial success 
and recognition. For that reason, large corporations 
often recruit into their management ranks men 
who have gained wide experience in small firms. 


[End] 
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The Southeastern Corner . 





by 
Warren A. Walker* 


A BUSINESSMAN LOOKS AT TAXES 


In earlier articles of this series passing reference 
has been made to the fact that a sound tax structure 
and a growing business community often go hand 
in hand. Several recent events prompt the writer 
to feel that perhaps the time has come for this 
matter to be examined in somewhat greater detail. 

In the past several months the writer has at- 
tended a number of planning meetings. These meet- 
ings have been sponsored by a variety of groups, 
ranging from educational institutions to private 
industry and citizens groups. Some of these meet- 
ings had industrial growth as a specific objective, 
and others were of a more general nature. One 
item that was almost never on the agenda, but 
which invariably became a topic of discussion, was 
taxes. 

In examining some of the available literature on 
this subject, one rather curious feature comes 
forcefully to the reader’s attention. There can be 
no question that the tax structure of a particular 
locality has always been the subject of minute ex- 
amination by every corporation considering a new 
plant or branch office, but the various governments 
seem only recently to become aware of this rather 
obvious fact. However, it should be said to their 
credit that, having once become aware of the fact, 
they have lost no time in adopting an aggressive 
attitude toward the problem. A random selection 
of any general circulation magazine will rarely fail 
to produce a number of advertisements by various 
states and cities offering to furnish information 
about themselves—including their tax structure. 

The usual procedure in these matters is to furnish 
the operating statement of a hypothetical corpora- 
tion, and then show how the state structure under 
consideration operates to the advantage of this 
corporation. Interestingly enough, this is advertis- 
ing which is honest in the extreme. The booklets 
that are distributed for this type of information 
are carefully prepared and are accurate in every 
detail. As a matter of fact, there is hardly any lo- 
cality that does not have a favorable tax structure 
for some type of business operation; but, whereas 
these facts were previously hidden away in the 
statute books, they are now used as a selling point. 

The difficulties begin to arise when an attempt 
is made to compare one locality with another. Not 
only are there many different types of taxes and 
many different rates, but there is the further com- 
plicating factor of appraisal. Some areas apply a 





*Mr. Walker is Economist on the Georgia State Planning Commission. 











high rate of taxation to real estate but appraise 
the property below its true value—other areas apply 
a low rate but appraise high. Even this does not 
exhaust the possibilities, for there are some areas 
with both low rate and low evaluation and others 
with both high rate and high evaluation. 


The above remarks of course apply only to prop- 
erty taxes; but another type of tax, usually referred 
to as a corporate franchise tax, must be considered. 
In one southeastern state, Florida, this tax is based 
on the par value of capital stock outstanding. In 
another southeastern state, Mississippi, it is based 
on capital stock, surplus, and undivided profits. The 
same base applies in Tennessee unless the value of 
real and tangible personal property is greater, in 
which case this value is used as the tax base. 


Again, in analyzing corporate income taxes there 
is no uniformity in the southeastern states. All of 
the southeastern states have a corporate income tax 
except one, Florida. In the other southeastern states 
there is considerable variation in the rate of the tax. 
There is some moderate degree of uniformity in 
regard to the deductions that are permitted from 
gross income for purposes of computing the tax. 

The question may very well be asked whether 
all of this variation in tax structure is desirable. 
The answer would appear to be yes. As pointed out 
earlier, it is this variation that enables virtually 
every type of business enterprise to locate in an 
optimum area as far as taxes are concerned—all 
other factors being equal. 


A hypothetical case analysis such as was men- 
tioned earlier is shown in Table 1. This particular 
analysis involves a manufacturing type of opera- 
tion and compares all of the southeastern states. 
Before examining this analysis in detail it should 
perhaps be noted that the total taxes do not yield 
any substantial variation between any of the south- 
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Table 1 
ESTIMATED INCOME STATEMENT OF HYPOTHETICAL MANUFACTURING PLANT 
(Year ended December 31, 1955) 
North South 
Alabama Florida Georgia Mississippi Carolina Carolina Tennessee Virginia 
Plant Plant Plant Plant Plant Plant Plant Plant 

Met BA nnn at $15,000,000 $15,000,000 $15,000,000 $15,000,000 $15,000,000 $15,000,000 $15,000,000 $15,000,000 
Cost of sales—inclusive of 

Eee ree 12,000,000 12,000,000 12,000,000 12,027,000 12,000,000 12,000,000 12,000,000 12,000,000 
Gross profit on manufacturing —- 3,000,000 3,000,000 3,000,000 2,973,000 3,000,000 3,000,000 3,090,000 3,000,000 
Selling, general and 

miscellaneous expenses -.__-~.---~- 750,000 150,000 750,000 750,000 750,000 750,000 750,000 750,000 
Operating profit before taxes —_--_ 2,250,000 2,250,000 2,250,009 2,223,000 2,250,000 2,250,000 2,250,000 2,250,000 
SE ane 43,618 20,811 36,211 22,248 33,154 31,454 40,540 44,348 
Profit before provision for state 

and federal income taxes _---_--- 2,206,382 2,229,189 2,213,789 2,200,752 2,216,846 2,218,546 2,209,460 2,205,652 
State income tax --.-.._----__- 39,877 88,552 131,485 133,011 110,927 82,895 110,283 
Profit after provision for state in- 7 7 

come but before federal income 

OO —— ste scabies 2,166,505 2,229,189 2,125,237 2,069,267 2,083,835 2,107,619 2,126,565 2,095,369 
Federal income tax —~-------__-- sls 1,121,083 1,160,112 1,099,623 1,070,430 1,078,094 1,090,462 1,100,335 1,084,392 
Profit after state and federal eke | 

IS TE ceicic ss ncens $ 1,045,422 $ 1,069,077 $ 1,025,614 $ 998,837 $ 1,005,741 $ 1,017,157 $ 1,026,230 $ 1,010,977 
Equal to per dollar of sales i 

i ee eee eee 6.97 7.13 6.84 6.66 6.70 6.78 6.84 6.74 

Summary of Taxes Paid 

I NG aetna snacniies < 43,618 $ 20,811 $ 36,211 $ 22,248 $ 33,154 = 31,454 ~ 40,540 $ 44,348 
State income tax — ---.. ~----- _— 39,877 88,552 131,485 133,011 110,927 82,895 110,283 
Federal Normal Income & Surtax - 1,121,083 1,160,112 1,099,623 1,070,430 1,078,094 1,090,462 1,100,335 1,084,392 
Total taxes _...______-_____--_. __ $ 1,204,578 $1,180,923 $1,224,386 —-$ ‘1,224,163 $ 1,244,259 —«$ ‘1,232,843 —«$-‘:1,223,770 _—s$:‘'1..239,023 
Equal to per dollar of sales 

SO ea 8.03 7.87 8.16 8.16 8.30 8.22 8.16 8.26 


Source: Differentials in Tax Structures of Eight Southeastern States as 


pp. 31, 32. 


eastern states. When this is reduced to a per-dollar- 
of-sales basis the maximum variation is only 43 
hundredths of one cent. Of course, one feature that 
produces this leveling effect is the fact that corpora- 
tions are permitted to deduct state taxes in com- 
puting their Federal taxes. It should be noted that 
this distribution applies only to a company that has 
an operating statement that compares closely with 
the hypothetical case given. It should not be as- 
sumed that a different type of business operation 
such as a wholesaler or a retail outlet would produce 
a similar comparison. 
Specific Comparisons 

In spite of the fact that on a manufacturing plant 
the impact of the total tax structure is very nearly 
uniform, it will be noted on closer examination of 
Table 1 that the individual categories of taxes vary 
quite widely. For example, consider the heading of 
state taxes (exclusive of state income taxes). In 
Alabama, Tennessee, and Virginia these taxes are 
almost double the figure for Florida and Mississippi. 
North Carolina and South Carolina occupy a point 
approximately half way between these two :ex- 
tremes. Although they have not been broken down 
in detail in this particular analysis, these taxes 
include such items as the general property tax, li- 
censes, franchise taxes, and all other state taxes 
except the state income tax. A detailed statement 
of the various states’ tax structures, giving rates 
and other related information, can be obtained from 


They Relate to Industry, Associated Industries of Georgia, Atlanta, Ga., 


the publication from which this tabulation is taken.! 

In considering the state income tax structure we 
get a different picture. Alabama, which is next to 
the highest in general state taxes, is the lowest 
of all the states named with the exception of Florida, 
which is one of the few states that has no corporate 
income tax. On the other hand, Virginia, which has 
the highest general taxes, is also in the top half for 
income tax. 

We have already seen the relatively narrow 
variation in total taxes when examined in relation 
to a per-dollar-of-sales basis. If we now examine 
the problem from a slightly different approach and 
compare the projected profit per dollar of sales, we 
again find that the total variation falls within a 
very narrow range. The exact figure is again 43 
hundredths of one cent. 


Conclusions 


As we have seen, the total impact on a corpora- 
tion of these various distributions of taxes, while 
significant, is hardly sufficient to be the sole de- 
termining factor—at least not as among the several 
southeastern states. Such factors as costs of trans- 
portation, costs of power, and in some instances 
municipal taxes would be much more powerful con- 
siderations. 

For reasons of brevity this analysis has been 
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confined to the southeastern states, where total tax 
differentials tend to be quite low. If this analysis 
were extended to other portions of the United 
States, much more significant differentials would 
appear. It is contemplated that a future article will 
include comparisons of the Southeast and other 
portions of the country. 


While tax structures represent only one of many 
factors affecting business decisions, there can be 
very little doubt that the relatively favorable tax 
structures of the southeastern states have con- 
tributed greatly to their relatively rapid industrial 
and commercial growth, especially during the post- 
war period. 
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